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To the Citizens of Michigan:

When our administration took office in 1991, Michigan was mired in a mix of high
taxes, budget deficits, overspending, missing priorities and missed opportunities.
Accomplishing our mission “to restore and renew” Michigan demanded nothing less than a
complete transformation.

Thanks to the hard work of our people and their elected representatives, Michigan’s
transformation in the 1990s was nothing short of remarkable. We made education our
number one priority, cut taxes 31 times, restored our “AAA” credit rating, turned a deficit
into a $1.2 billion savings account and helped to create nearly 900,000 new jobs. Today’s
Michigan is a new Michigan — bold, compassionate, confident and optimistic.

Just as important, we transformed state government — from a brake that held
Michigan back to an engine that propels Michigan forward. That’s why a study 1n
Governing magazine recently rated Michigan as one of the three best-managed states in
America. From the way we manage our resources to the way we implement innovative
technology, Michigan is a national leader.

Now, our challenge is to build the Next Michigan — to keep up our momentum, to
stay in the lead and to shape the future. This budget is a blueprint for the Next Michigan
and reflects our continuing commitment to invest in our children’s education, keep our
families safe, protect our environment and harness technology to serve people. We do all of
this while remaining steadfast in our pledge to continue reforming and limiting
government.

My budget recommendation for Fiscal Year 2002 also reflects the reality of an
uncertain national economy and slowing tax revenues. Our continuing prudence will
preserve our progress and protect our priorities. Never has Michigan been so well prepared
to face whatever challenges come our way.

I look forward to working with the Michigan House and Senate to enact this budget.
Let us continue the spirit of cooperation that has highlighted the beginning of this
legislative session. Together, we will help build the Next Michigan.

ohn Eng
Governor



BuiLpiNG THE NExT MICHIGAN

Governor Engler’s Fiscal Year 2002
Executive Recommendation

A Michigan embarks on a new decade, the state is poised for the challenges
ahead. We are prepared because we understood the importance of
building a strong foundation. Extremely robust economic times have allowed
Michigan to build up its reserves and invest in essential services, while
providing tax relief. The budget submitted today applies this same fiscally
prudent formula. It is carefully crafted, soundly balanced and reflects Governor
Engler’s vision for Building the Next Michigan — a Michigan for the 21st

Century.

MicHIGAN LEADSs THE WAY

Governor Engler said it best in his State of the
State address when he proclaimed: “The
Michigan way. . . is to lead.” The sweeping
reforms we have made to our welfare system,
our criminal justice system, our tax system, and
our business climate have led to
unprecedented progress. In each case, we've
shown that dramatic change produces dramatic
results. We have created a strong Michigan
economy and one of the best managed states in
the nation.

Michigan Leads Nation in Economic Development

(Number of New Plants and Expansion)

“When it comes to managing state government,
Michigan is on the dean’s list.”

Detroit News, January 30, 2001

Response to Governing Magazine ranking
Michigan among the top three states in financial
and capital management, personnel practices,
performance standards and information
technology systems.

A three-time winner of
Site Selection
magazine’s
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“Governor’s Cup”
award, Michigan is
recognized as the
national leader in new
plants, expansion
projects and capital
investment. Michigan
has also made great
strides in diversifying
its economy, assisting
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1999

350 companies to
expand or successfully
locate in Michigan.
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In fact, Michigan is ranked ninth as a start-up state for information technology
companies. With support for the Michigan Life Sciences Corridor initiative,
more and more medical research and commercialization activities are taking
place in Michigan. The Corridor will help position Michigan as a global center
for research in biotechnology, medicine and genetics.

The innovation and focus given to economic development activities have paid
great dividends. Unemployment is down from 9.3 percent in 1991 to 3.4 percent
in 2000, the lowest unemployment rate in state history! In 2000, we created
49,000 jobs, for a total of nearly 900,000 new jobs since 1991.

However, recent indicators reflect an overall leveling or temporary cooling in the
economy. During the Consensus Revenue Estimating Conference on January 11*
top economists used a variety of

“Michigan’s fiscal volatility has declined by virtue of
several changes to management and budget control

indicators to describe this leveling off in
the economy. As Michigan has been

reforms instituted in recent years. These changes solidify —© iding an e'conomic wave in the last few
well-established trends of effective management, years, it is important to put this
structural budget balance, and fiscal flexibility.” softening of the economy into

perspective. For example, nationally,

Moody’s Investors Service, October 5, 2000 light vehicle sales are projected to be

down from 17.2 million units in 2000 to
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15.7 million units in 2001. In 2002, light
vehicle sales are expected to increase to over 16 million units. It is important to
note that light vehicle sales in the 16 million unit range are still considered
phenomenal.

Another economic indicator is unemployment. In 2002, Michigan’s
unemployment is projected to be 4.5 percent. Compare this to the 1980’s when
we had double digit unemployment of 15.5 percent. Standard & Poor's economist
Cynthia Latte described Michigan’s modest deceleration as “the pause that
refreshes” and further predicted a resurgence by the end of 2001 or early 2002.
As we continue to monitor these economic trends, Michigan is better prepared
than ever before to weather whatever challenges lie ahead. Our track record
proves we can make the tough choices needed to ensure our fiscal integrity and
the right choices to prepare for the future.

MICHIGAN IS PREPARED FOR THE FUTURE

Last Fall, Wall Street rating agencies Standard & Poor’s and Moody's Investors
Service recognized Michigan’s financial strength by awarding our state their top
credit rating. They analyzed our state, its investment strategies, its strong
reserves and financial management practices over the last decade to determine
the financial soundness of the state. The result—Michigan, a “AAA” —the
highest rating possible. With this prestigious upgrade, I am proud to report that
Michigan’s fiscal management is certified to be among the nation’s best.

Building the Next Michigan



The upgrade was a reflection of the following:
. Strong financial controls and consecutively balanced budgets;

. A history of building and maintaining the state’s rainy day fund and
School Aid Fund at high levels;

. A reduction in short term borrowing;

. A very low debt burden for a large, mature, industrialized state;

. A fully funded state pension system;

. A steady pace of economic growth and diversification;

. An economy that continues to add jobs while keeping unemployment

at historic lows; and

. Well-established economic and financial trends that have accommodated
significant tax cuts in recent years.

ONGOING TAX RELIEF

During the last decade, we have consistently cut taxes and controlled spending.
And since 1993, we have experienced significant economic growth. We intend to
stay the course that is fueling Michigan’s renewal. Again, that means looking
beyond today so we are prepared for tomorrow. We are all familiar with the
deficit we inherited in 1990.

We didn’t fix Michigan by Michigan Taxpayers Save $25 Billion
simply tinkering around the (millions)

edges. We cut excessive $25.431
spending and high taxes

. $19,831
that placed an unfair

burden on all the citizens.
Every year since 1992 we
have cut taxes in Michigan.
For individuals. For
businesses. For seniors.

For families. For everyone. 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002

$15,005
$10,956

$89

) Cumulative by Fiscal Year
This year’s budget reflects

the tax cuts already signed into law. The tax cuts for fiscal year 2002 total $5.6
billion, bringing tax relief to more than $25 billion since 1992. By next January,
multi-year tax cuts approved in 1998 and 1999 will have dropped Michigan's flat
rate income tax to 4.1 percent and our business tax to 1.9 percent, saving families
and job providers an additional $350 million.

Fiscal Year 2002 Executive Budget
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SUPERCHARGED EcoNomy CooLs

One of the most complicated components in developing the Executive Budget
involves establishing consensus on available revenues. Over the last few years,
the state’s baseline revenue growth has mirrored the surging economy. This
unprecedented growth in baseline revenues has enabled the state to return
hundreds of millions of dollars to taxpayers, and build up significant reserves,
while at the same time enacting budgets based on modest spending increases.
However, there is both hard data and a growing sentiment that suggests a
slowing of economic growth at the national and local levels. While Michigan’s
economy remains strong, in today’s global world, the turbulence of the stock
markets or unsettled conditions in the Middle East can have ramifications for the
state’s revenue collections.

The Michigan Constitution requires the Governor to present a balanced budget
to the Legislature. Proposed expenditures may not exceed projected revenues.
The Governor relies on the results of the Consensus Revenue Estimating
Conference to set the revenues upon which the Executive Budget is based. Four
weeks ago, the conferees — the State Treasurer and the directors of the House and
Senate fiscal agencies —jointly determined revenue projections for fiscal year
2001 and fiscal year 2002. The budget presented to you today is based on those
revenue estimates.

Over the last few years, we have all looked forward to the next revenue
estimating conference —anticipating the continued good news story that
revenues have once again exceeded expectations. The January estimates provide
us an unwelcome dose of reality. When the revenue estimates exceed
expectations, the fallout is minimal —likely resulting in one time spending
investments or deposits into the rainy day fund.

However, if the revenue collections are less than anticipated, the stakes are much
higher and potentially much more serious. It is critical to remember that each
percentage point change in revenue collections represents a swing in revenues of
$200 million. We will be working with the fiscal agencies to closely monitor the
revenues. The volatility in the current economy leads us to be cautious in our
approach to new spending.

Hscal Year 2001

Revenue estimates from the January Consensus Conference indicate that current
year revenues are $121 million below the enacted budget. In most years, this
would force drastic mid-year reductions. Fortunately, the $121 million shortfall
can be covered by utilizing the fiscal year 2000 general fund surplus, currently
estimated at $179 million. However, there is also a need for a current year
supplemental.

Building the Next Michigan



The most significant general fund supplemental need is a minimum $25 million to
address a federal penalty in the child support enforcement program. Other
spending needs include $17 million for disaster relief assistance associated with
the recent flooding and snow disasters, $10 million to further expand government
e-commerce services to citizens and businesses, and $5 million to match federal
welfare-to-work funds.

The decline in current year revenue projections could have triggered the statutory
and constitutional provisions related to Executive Order reductions. Fortunately,
the fiscal year 2000 surplus negated the need for Executive Order reductions. The
projected decline in fiscal year 2001 revenues indicates that state agencies need to
look inward for economies and efficiencies in order to generate modest budgetary
savings.

The belt tightening began late last week when Governor Engler announced a more
restrictive hiring freeze for Executive branch agencies. In addition, the proposed
supplemental reduces the general fund appropriations in Executive branch
agencies by one half of one percent, effective April 1, 2001, saving $12.2 million.
An equivalent percentage reduction is built into the agency budgets for the entire
2002 fiscal year.

These reductions are reflected in the budget bills as a lump sum amount. Each
Executive Branch agency will submit an implementation plan to the Budget
Director by April 1. These plans will then be transmitted to the Legislature for
approval and incorporation into the final enacted budget for each agency.

Fiscal Year 2002

The Consensus Revenue

Conference estimated fiscal Fiscal Year 2002

year 2002 general fund Projected General Fund Revenue
revenues at $9.78 billion, an (in Millions)

increase of only $43 million
(0.4 percent) over the current
year’s enacted budget. If you
compare these figures to the
last five years of general fund P.A.477 of 2000 @.1)
spending, the fiscal restraint
necessary to build a balanced
budget becomes readily FY 2001 Enacted Appropriations $9,741.3
apparent. The $43 million
increase in 2002 compares to
an average annual increase in | percent Increase over FY 2001 0.4%
general fund spending, over
the last five years, of $330
million.

Consensus Revenue Estimate $9,787.8

Available FY 2002 Revenues $9,784.7

Net Increase Available for Spending $43.4

OVERVIEW
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Keep in mind, the previous five years were hardly examples of unrestrained
spending, especially when compared to our economic prosperity over that same
time period. The Legislature and Governor returned $16 billion of that economic
prosperity to taxpayers, increased the rainy day fund to $1.26 billion, and built a
surplus in the School Aid Fund of $850 million. The sound fiscal management
demonstrated over the last five years —and the last decade — will need to be
maintained and strengthened in order to enact a fiscally responsible 2002 budget.

HiGgH1LIGHTS OF THE EXECUTIVE BUDGET
RECOMMENDATION

The fiscal year 2002 Executive Budget continues the prudent fiscal policies that
have restored Michigan's financial health over the last decade — funding the
essential, eliminating the unnecessary, and maximizing the return on every tax
dollar spent.

This year’s spending plan maintains record investments in K-12 education,
community colleges and universities, health care, transportation and the
environment. It fully funds revenue sharing for local units of government. It
also directs state agencies to reinvigorate their efforts to identify economies and
efficiencies within their individual budgets.

Overall Budget

The fiscal year 2002 budget
recommendation totals
$38.2 billion, a $1.2 billion
or 3.3 percent increase Federal Aid

Fiscal Year 2002 Estimated Revenues
Total $38 Billion

Income Tax
from the current year 26.3% 20.7%
appropriations.
This $38 billion total Bu siSrI,r;gLeTax
includes $9.8 billion in 6.6%
general fund spending, Non-Tax Inc. &
$11.5 billion earmarked for | 4nsfers
the school aid fund, $1.7 9.4%
billion in revenue sharing Sales & Use
for local governments, $3.1 Other & Taxes 22.0%
billion in transportation 15.0%

spending, and recognizes
$10.1 billion in federal revenues.

Building the Next Michigan



Educatlo_n has been — Fiscal Year 2002
and continues to be —

our top spending Total Recommended Expenditures
priority. More than $14.8 _ Resource
billion, or 39 percent, of General Transportation Management o 1lic protection

2%
’ 7%
the state’s overall budget 7% °

is devoted to education.
Jobs & Opportunity
This includes funding for 3%
the K-12 system,
universities, community
colleges, financial aid,
and debt obligations
related to the School Community Health
Bond Loan Fund and 23%
higher education capital

construction. This is a

Capital Outlay
1%

Education
39%

) Family
tremendous commitment Independence
in financial resources. Agency

10%
General Fund Budget
The modest increase in General Fund revenues has resulted in what could best be
described as a continuation budget. The budget includes two percent inflationary
adjustments for health care providers, university and community college
operations, human service clients and providers, and state employee salaries.
Combined these inflationary adjustments total $124.3 million.

The budget also includes unavoidable cost increases associated with Medicaid
pharmaceuticals, Medicaid price and utilization factors, debt obligations related
to the School Bond Loan fund and the state building authority, employee and
retiree health care, and state match obligations for federal grants. Further, it
supports a significant cost shift related to the movement of employees into the
new Cadillac Place in Detroit, and Constitution Hall, here in Lansing.

Obviously, the $43 million increase in revenues is not enough to pay for all of
these spending obligations. Savings in other areas of the budget will offset these
spending increases, including an already enacted $180 million reduction in the
general fund contribution to the School Aid Fund.

In addition, this budget recommends a $30 million fund shift related to federal
maintenance of effort obligations, $12 million Medicaid pharmacy savings, $10
million associated with the delayed opening of the Belamy Creek Prison, and $26
million in agency budgetary reductions.

OVERVIEW
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Since FY 1999, New K-12 Spending Has More

School Aid Fund

Last year, the Legislature enacted a multi-year School Aid budget from fiscal
year 2000 through fiscal year 2003. Overall, state spending in the 2002 School
Aid budget increases by $589 million, or 5.4 percent over current year spending.

The January Revenue Conference lowered projected School Aid revenues for
fiscal years 2000 through 2003 by approximately $500 million. Due to prudent
decisions last summer by the Legislature and the Governor to maintain a reserve
in the School Aid Fund, the enacted
school aid budget will not have to be
reduced due to these lower revenue

Than Doubled the General Fund Growth

estimates.
$2,000 $1.8 Billion———  As mentioned previously, the multi-year
$1,500 budget reduced the 2002 general fund
é ' contribution to the School Aid Fund by
S $1,000 1 $760 Million—— $180 million. Despite this reduction, the
<

OVERVIEW
A-8

$500 -

$0 -

K-12 public education system will
receive a 2002 spending increase

approaching $600 million. This increase
FY 1999 - FY 2002 IS staggering in comparison to the
B State General Fund/General Purpose Growth IS stagg 9 p
[ K-12 Spending Growth modest general fund increase of only $43
million.

EpucaTioN REMAINS A Topr PRIORITY

In his State of the State address, Governor Engler said “the single most important
thing we do to ensure the success of the Next Michigan is to ensure the success of
the next generation. We need good public schools.” As Michigan enters the new
millennium, it is abundantly clear that education remains the top priority of
Governor Engler and the Michigan Legislature. The already enacted School Aid
budget generously increases per pupil funding, addresses funding inequities
between districts, emphasizes early intervention initiatives, promotes technology
in support of education, and fully funds the state’s constitutional obligations.

This budget provides a record level of support for public education. Total state
and local funding for schools is estimated to exceed $14.2 billion in fiscal year
2002, an increase of approximately 80 percent since 1990.

When school finance reform began in fiscal year 1995, only 52 districts receiving
foundation allowances at or above $6,500 were considered “wealthy districts”.
These districts were given special authorization to levy additional local millages
to support those “wealthy” foundations. In fiscal year 2002, all districts will
receive at least $6,500 per pupil. Per-student funding once considered
exceptional will now be universal.

Fiscal Year 2002 Eectuve Budget



By fiscal year 2003, all districts will

be boosted further to a minimum of All Students Achieve Programs

$6,700 per pupil, an increase of 60% More Than $850 Million Over Three Years

over fiscal year 1995 levels. Fiscal Year 2002 Annual Appropriation - $293 Million

The Governor’s vision for the Next Small Class Size Reading Improvement
$29.75 million

. . . . $57.75 milli
Michigan is that every school is a e

good school and no child is left _
behind. The multi-year budget W?;“;ZL?Z?;;?;,E
approved by the Legislature $25 million
provides the foundation to achieve
this vision. Beginning in fiscal year
2001, over $850 million in the All
Students Achieve Program is
focused on early intervention

Summer School
$38 million

School Counseling
$10 million

School Readiness

$85.5 million Parental Involvement

initiatives for children from birth ' $45 million

through the early elementary p,ce‘i”;rn”ﬁ(?;tys'iff ;25

grades to prepare students for $2 milion

academic success.

. Funding of $45 million is provided annually to encourage positive
parenting skills, educate parents on child development, and promote
access to needed community services through a community-school-home
partnership for children from birth to age five.

. The state’s school readiness program has grown to an annual funding level
of $85.5 million and will prepare nearly 26,000 at-risk 4-year-olds to enter
kindergarten. The program began as a pilot in 1986 with funding of $1
million, serving less than 1,000 children.

. Funding of $25 million is provided for a wrap-around day care program to

provide a full day program, allowing more children of working parents to
take advantage of the part-time school readiness preschool program.

. Beginning in fiscal year 2001, the School Aid budget contains $50 million
annually for districts to assess reading skills and implement research-
based, structured reading improvement programs for at-risk students in the
early elementary grades. An additional $5 million is provided annually for
teacher training in reading instruction and assessment.

. To assist those children falling behind in reading and mathematics, the
budget provides $38 million for fiscal years 2001 and 2002, and $50 million
in fiscal year 2003 for summer school programs. The programs will
provide at least six weeks of supplementary instruction for students in
grades 1- 4.

. Class size reduction grants for kindergarten through the third grade are

increased by $10 million to $30 million beginning in fiscal year 2001.

OVERVIEW
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No commitment is more important than the investment we make in preparing
our children for the future. The schools of the Next Michigan must be prepared
for the challenges ahead. The School Aid budget addresses these challenges by
providing new and increased funding for a variety of initiatives:

. A significant, one-time investment of $110 million provides laptop
computers, training and Internet access to ensure that our teachers are on
the “cutting edge.” Building by building, teachers and principals vote on
how to spend the funds.

. Start-up funding for the Michigan Virtual High School of $15 million is
provided in fiscal year 2001, and ongoing support of $1.5 million in fiscal
years 2002 and 2003.

. To create an Internet-based system that will house financial and
performance information on Michigan’s public education system, $10
million is provided for the Center for Educational Performance and
Information.

. Annual funding of $8 million is provided for the Golden Apple Awards, a
program rewarding student achievement on the Michigan Education
Assessment Program tests.

HicHER EDUCATION

Michigan has a world-class college and university system, in part because of the
record level of support the state has provided in recent years. These colleges
and universities play a vital role in preparing students for productive and
rewarding lives and are a critical contributor to our state’s economic well-being.

The fiscal year 2002 budget continues the Governor’s commitment to ensuring
that Michigan’s higher education system is accessible and affordable. Since fiscal
year 1990, annual funding for our higher education system including financial
aid and scholarship programs, has increased by $877 million, to nearly $2.3
billion. This represents a 62 percent increase - well above the 41 percent increase
in inflation over the same period of time.

This year’s budget builds upon that commitment, providing a two percent
overall increase in operating support for our state’s universities and community
colleges. The $1.6 billion appropriation in operational funding includes an
increase of $31.8 million for Michigan’s 15 public universities. The Governor
recommends that this increase be distributed as follows:

. A 1.5 percent across-the-board increase for all universities; and,

. An $8 million increase (0.5 percent) to address per pupil funding
inequities between universities based on the funding floors established in
prior year budget bills.

Building the Next Michigan



The Governor continues to support repeal of the tuition tax credit. The tax credit
has had little, if any, impact on tuition restraint. The Governor supports an
additional 1.5 percent increase for university operations, contingent upon repeal
of the tax credit. This additional funding will bring the across-the-board increase
for universities to three percent.

The $8 million increase for funding floors will first be used to bring all
universities up to a minimum of $4,500 per student. The remaining funding is
allocated on a per-student basis to other eligible universities. The across-the-
board increases, when combined with the $8 million, bring Grand Valley State
University, Central Michigan University, Oakland University, and Saginaw Valley
State University up to their respective funding floors.

The fiscal year 2002 budget for Michigan’s 28 community colleges is increased
$6.2 million for a total of over $320 million. Consistent with past practice, half of
the increase is distributed as an across-the-board adjustment to all community
colleges, and the remainder is distributed utilizing the Gast-Mathieu funding
formula. Funding for community colleges would also be increased an additional
1.5 percent, contingent upon repeal of the tuition tax credit.

While much attention has
been given to the generous
support given to higher
“A decade ago Michigan's higher education system  odycation institutions in their
was at a crossroads. Because of sound policy
decisions, Michigan is now among the top third of
states in key funding indicators.”

operating budgets, it is
essential that we also focus on
the state support provided for

Presidents Council, State Universities of building and modernization
Michigan, January 29, 2001 needs.

Our higher education system
has greatly benefited from our
aggressive capital improvement campaign. Since 1990, more than $2.3 billion has
been devoted to capital outlay projects, funding 113 projects at community
colleges and institutions of higher education across the state.

To remove the financial obstacles to higher learning, Michigan offers a generous
student financial aid program. Regardless of income, there is a program or grant
available for virtually every child desiring to further his or her education. The
Merit Award, the Michigan Education Trust, the Tuition Incentive Program, the
Post Secondary Access Student Scholarships, Michigan Competitive Scholarship,
the Michigan Tuition Grant and the Michigan Education Savings Program are all
designed to increase access to educational opportunities. In total, this budget
dedicates nearly $255 million for student financial aid and scholarships.

Fiscal Year 2002 Executive Budget
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Millions

SurPORT For Low INCOME FAMILIES

Since 1995 — just prior to the passage of federal welfare reform legislation —
Michigan has increased state spending on low-income individuals and families
by 24 percent. Of even greater significance, however, is the shift in spending
away from cash assistance and toward family support services to enable
individuals to enter the job market and to support healthy family life. Since

Total State Spending For Low Income Families

1995, over 223,000 cash
assistance cases have been

$4,500
$4,000 -
$3,500

closed because the parent
found employment.

$3,000 |

$2,500

$2,000 |
$1,500 |

$1,000 +—

$500 -
$0

Of those families still on
cash assistance, 72 percent

of those expected to work,
are working —beginning
their journey to economic

self-sufficiency. And, 82
of 103 Project Zero sites

ol ] I

have reached the goal of

Poverty Relief

Work
Preparation
and Education

Child
Protection/Juv.
Justice

Other Social
Services

Child
Care/Child
Development

Healthcare

employment for all target
cases on assistance. These

EOFY1995
OFY2000

$3,128.0
$2,354.0

$2,788.6
$3,312.8

$291.2
$490.4

$2,141.0
$3,367.0

$149.9
$482.6

$3,569.9
$4,234.4

successes must continue.

OVERVIEW

A-12

The Governor’s fiscal year 2002 budget continues his support for low-income
families in many ways:

Day care spending is recommended at a record $517 million, an increase
of 56 percent in only four years —to support low-income families who
have entered the labor market. In addition, the School Aid budget
increases funding for full-day school readiness programs to $25 million,
so that more low-income working families can take advantage of this
important educational program.

Spending on the Work First program is maintained at $140.5 million. This
high-level of spending will support the evolution of Work First from a
program that focused on finding people jobs to a program that helps low-
income individuals improve their job skills so that they can advance up
the economic ladder. In addition, funding for the Focus: HOPE program,
which provides employment and training services in the metropolitan
Detroit area, is increased to $6 million.

The State Emergency Relief program is increased by $1.2 million in order
to provide services for low-income families who lack the savings to cover

emergency needs.

For those individuals and families who are unable to work, the Governor
recommends a two percent grant increase.

Building the Next Michigan



. State funding for the School Breakfast program is increased by $1.2 million
to insure that 165,000 low-income children can benefit from this important
nutrition program.

. We have also extended a helping hand to uninsured low income
individuals and families. This budget provides medical coverage to 93,000
Michigan residents through the State Medical Program or through county-
based partnerships with the state.

Many low-income families are dependent on public assistance because an absent
parent is unwilling to pay child support. It is unfair to their children—and to the
taxpayers —when an absent parent fails to meet parental obligations. Michigan
has a long-standing commitment to the child support system, having created the
Friend of the Court system in 1919. For years, we have been a leader in this area.
In 1994, Michigan was number one in the nation in overall child support
collections and total program savings. However, our leadership is declining.
Although Michigan was still in the top five for overall collections in 1997, we had
slipped to number 21 in paternity establishments and to number 31 in total
program savings.

Why did Michigan’s national ranking slide? Other states used technology to
increase collections within

their own states and Child Support Enforcement System Federal Penalties

between states. $60
$50.0
Michigan, unfortunately, $50 1 $46.8
is one of only three states $38.7 B Potential
without a statewide child $40 Penalties for
support computer system. 2 anm_pliance
A statewide system would £ *%° by Y03
allow all Friend of the $17.3 At paied
Court offices to $20 Penalties
communicate with each $8.5
other, other states and $10 543
other databases as they ] $5.0
enforce the state’s child $0 ‘ ‘
FY98 FY99 FY00 FYOL  FYO2est FYO3est
support laws.
Because Michigan failed to implement a statewide child support system, the
federal government is penalizing Michigan $39 million this year —money that
could have been spent on other critical state priorities. If Michigan fails to
implement a statewide system by September 30, 2002, next year’s penalty will
increase to $47 million! We cannot afford any more penalties.
The Governor’s fiscal year 2002 budget increases child support funding by $37
million to implement a statewide system that will meet the federal requirements.
OVERVIEW
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A combination of state and federal funds will be used to finally solve this
problem.

SERVICES FOR CHILDREN & YOUTH

The Governor’s fiscal year 2002 budget augments services for children and youth
in several important ways. Some of the most vulnerable children are those who
have been removed from their homes due to child abuse or neglect. The
Governor’s budget increases foster care payment rates by two percent to insure
that foster families have sufficient resources for the daily care of these children.
In recognition of the increase in adoptions for these hard-to-place children, the
adoption subsidy program is boosted by over $20 million. This includes money
for a two percent rate increase, elevating total spending to $180 million.

Early intervention can help prevent young persons from becoming delinquents.
To that end, the ChalleNGe program, operated by the Michigan National Guard
since 1999, has shown early success in working with high school drop-outs. The
proposed budget increases funding for this diversion program by $300,000.

Funding for the Children’s Waiver program, which serves disabled children who
would otherwise need institutional placement, has been increased by over $2
million. This additional funding will substantially increase payment rates for
home care services to help families keep their children at home. Likewise,
payment rates for the Children’s Special Health Care program have been
increased by two percent.

HEeALTH CARE & MEDICAID

To maximize the effectiveness of Michigan’s Medicaid program, this budget
increases state funding and recommends cost containment measures allowing
Medicaid dollars to go farther in providing services for those who need them
most.

The health care marketplace continues to be affected by a variety of factors,
including cost and utilization increases. The Governor’s fiscal year 2002
recommendation includes specific policies which respond to these changes. The
budget also builds on the current successes in managed care, which have
effectively slowed the rate of growth while delivering quality services.

Quality of Health Care Services — Ensuring the quality and accessibility of
health care services provided to Medicaid beneficiaries is a primary concern of
the State. In fiscal year 2000, of the 1.1 million Medicaid beneficiaries, only one
quarter of one percent (0.25%) registered a complaint about their health services.
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Though nearly three quarters of all Medicaid beneficiaries are enrolled in Health
Maintenance Organizations (HMOs), less than half of the complaints received
were from HMO enrollees. This is an indication that Medicaid beneficiaries,
including those enrolled in HMOs, are satisfied with the high quality of their
health care.

Rate Increases for Providers — In order to insure that providers can maintain
quality services for Medicaid recipients, despite the tight revenue picture, the
Governor recommends a two percent rate increase for health care providers.
Discretionary provider rate increases in the last several years have greatly
outpaced the rate of inflation. The cumulative three year cost of optional
Medicaid rate increases total more than $1 billion, $450 million general fund.

Mental Health Services — There are a number of mental health related policy
changes contained in the fiscal year 2002 recommendation. Medicaid capitation
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increase for Community Mental Health Services Programs. Also included in the
recommendation is a change in the payment policy to ensure that mental health
programs are reimbursed for the actual cost of providing services to retroactively
eligible clients.

Building on the success of mental health programs in controlling inpatient
hospital costs, the fiscal year 2002 recommendation includes $68.6 million, $29.9
million general fund, for the management and administration of psychotropic
drugs. As the prescribers of psychotropic medications, mental health programs
are in the best position to manage this important health benefit.

Pharmacy Services — Prescription drug costs across the nation are continuing to
increase at excessive rates of 15 to 20 percent. Likewise, Michigan is experiencing
a rapid cost increase in its pharmaceutical program. At nearly $490 million, the
Medicaid pharmacy Executive recommendation is nearly 85 percent above the

fiscal year 1999 expenditure level. Consequently, a number of cost containment
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options are included in the fiscal year 2002 recommendation generating a
savings of $16 million. These cost containment options include: decreasing the
pharmacy dispensing fee, increasing patient co-payments, collecting
manufacturer rebates for non-Medicaid pharmacy drugs, implementing a mail-
order pharmacy option, and limiting coverage to cost-effective, therapeutic
products.

Elder Prescription Insurance Coverage (EPIC) — EPIC will begin October 1,
2001. This new program will replace the Michigan Emergency Pharmaceutical
Program for Seniors (MEPPS) as well as the Senior Citizen Prescription Drug
Tax Credit program. EPIC is funded at $50 million in fiscal year 2002, $30
million more than the combined funding of MEPPS and the tax credit program.
EPIC will provide prescription drug benefits to persons 65 years or older with
household incomes at or below 200 percent of poverty.

Health Insurance for State Employees and Retirees — The Office of the State
Employer is responsible for administration of the state sponsored group
insurance plans. Like many private sector plans, health insurance costs for state
employees and retirees are growing. In fiscal year 2001, employer paid
insurance premiums for activ